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Huge deficit budgets and yearly statements of vice-chancellors point to the poor financial state of universities in India. While resources are dwindling year after year, obligations of universities are increasing.
The central and state governments are now going back on their support to the education sector. The state governments are imposing various cuts in grants. Because of a reduction in budgetary support from the centre, the University Grants Commission (UGC) is also finding it difficult to support new courses and departments. As a consequence, the financial position of most of our universities is far from satisfactory. At times they find it difficult to pay salaries to staff and meet day-to-day expenses. Many universities are operating with heavy deficits, with some even resorting to overdrafts amounting to lakhs of rupees to .meet their current expenditure. The genesis of the problem lies in the rapid growth in university education coupled with a relegation to the background of the important function of finance in university administration.
Trends in Growth and Financing
The growth of higher education, particularly university education, has been phenomenal since independence. The number of universities increased from 19 in 1947 to 157 in 1985. During the same period, the number of post-graduates enrolled in different universities swelled from 16,000 to over 3 lakh. The annual non-plan expenditure on education by the central and state governments has increased from Rs 114 crore in 1950-51 to a phenomenal Rs 6000 crore in 1984 -85 (Planning Commission, 1986 ).
Though there has been a phenomenal growth in absolute amounts spent on higher education, there has been a steep fall in relation to total plan expenditure. Allocation to the educational sector declined from 7.6 per cent of the total in the first plan to 3.3 per cent in the seventh plan. Further, the expenditure is not at all commensurate with growth in either quality or quantity of education. The financial squeeze has not led over the years to an improvement in the efficiency of resource use. Many of the weaknesses have persisted.
A major cause for these weaknesses is the fact that university administrators view financial management as getting grants from funding agencies and spending them somehow before the end of the financial year. Such an approach can only aggravate the weaknesses in financial management. Most administrators fail to appreciate the principles of modern financial management which lays equal, if not more, emphasis on utilization of funds rather than their mere mobilization. In this article, we highlight the problems faced by universities in financial management and suggest measures for carrying out the finance function more effectively.
Current Weaknesses
While several studies have highlighted the financial problems of universities in India (Singh and Sharma, 1981; Singh, 1982) , they have limited their focus to mobilization of funds from various agencies including UGC, state governments, and other public bodies. Very few have studied the problems in terms of efficient management of finance (Basargekar, 1978; Das, 1971) . Six areas of weaknesses in financial management can be identified:
• defective financial planning • weak financial organization • uncoordinated financing • poor assets management • unscientific accounting and reporting procedures • poor auditing.
We discuss these below.
Defective Financial Planning
Through planning, an educational institution establishes its long-run vision, goals, and objectives; identification and evaluation of alternatives; and choices among alternatives. Financial planning, in an atmosphere of funds scarcity and constraints in resource mobilization, should focus on prioritized allocation and conservation of funds. Universities have to prepare both long term and short term financial plans.
Financial planning exercises in Indian universities reveal a lack of clarity in objectives, absence of short and long-range plans, non-fixation of priorities, and lack of procedures, methods, and systems (Kiranmayi and Prasad, 1985) . Administrators are preoccupied with matters of immediate concern and find very little time to the long range needs of the institution. Even important issues are brought before the administration in a most haphazard manner. Administrators under pressure find it easier to follow procedures and patterns developed years ago. They are reluctant to infuse modern concepts of management.
Budgeting
The only financial planning one notices in Indian universities is budgeting. Revenue and capital items are budgeted for the ensuing year. The Deshmukh Committee appointed by the UGC suggested the segregation of the budget into nonplan expenditure, developmental expenditure, special funds, and reserve funds Qoshi, 1971) to provide a certain measure of control over the large financial transactions of a university. Contrary to the managerial concepts underlying budgeting, universities look at budgets as sources of funds from the state governments and UGC and not as potential tools for planning and control. The budget would become interesting and meaningful only if the classification is based on programmes, sub-programmes, and activities rather than by agencies or objects (Subramanyam, 1974) .
Budgets are usually prepared by accounts personnel who might have come to such positions from other sections and, because of it, may not have the desired skills. A budget prepared long ago is used and filled with figures, ignoring in the process the general principles to be followed in its preparation. Since budget estimates 30 Vikalpa are not prepared based on activities and needs depending on likely conditions in future, actual vary widely. In Nagarjuna University, for instance, receipts for the year 1984-85 were estimated to be Rs 1.57 crore while charges were to be Rs 1.59 crore, leaving a deficit of Rs 4 lakh (including an opening deficit of Rs 2 lakh). The revised estimates were Rs 1.90 crore of receipts and Rs 1.88 crore towards charges. The actual receipts and charges for the year stood at Rs 2.57 crore and Rs 2.46 crore respectively, leaving a surplus of Rs 14 lakh after adjusting the opening balance of Rs 3 lakh. The actuals deviated by around 64 per cent in the case of receipts and 55 per cent in the case of charges. Even the revised estimates which would be prepared eight months after the year began did not forecast receipts and charges with reasonable precision.
Inflexibility
Another problem in university budgeting is its inflexibility. Amounts allocated to various activities and departments are taken as fixed. Changes in activities owing to uncertainties are not accommodated, resulting in further deviations.
Weak Financial Organization
Though there are formal organization structures for finance, the finance and accounting section is not staffed .with professionals. A qualified accountant is a rarity.
Most universities have in their statutes a finance committee which is responsible for financial management. The finance committee considers and comments on annual accounts and financial estimates prepared by the finance office and submits them for approval to the syndicate or executive council for approval. The committee has power to recommend limits for recurring and non-recurring expenditure for the year based on the income and resources of the university.
While the finance committee is required to meet at least twice a year, most committees in practice accept this as the maximum and meet just twice to fulfil the legal obligation. It is thus clear that, within the limited time available, no good financial plan can emerge. Audit reports of Vol. 12, No. 2, April-June 1987 several universities have also highlighted that the committee members do not get necessary information in advance.
Delayed Accounts
Under Section 32 of the Nagarjuna University Act, annual accounts and balance sheet shall be prepared every year at intervals of not more than 15 months. In the case of Nagarjuna University they have not been prepared regularly. No action was taken to compile the annual accounts of the university for the year ended March 31, 1982 , till May 3, 1985 While the finance officer is the executive authority for carrying out the financial operations of the university, he is seldom given importance in university administration to exercise that authority. In many universities, the position of the finance officer is given to one who is not even acquainted with finance and accounting matters. Often, the finance officer is on deputation from the state government or other public sector organizations and has little interest in the university's financial affairs. He is neither correctly placed in the university organization nor is he allowed to exercise the statutory authority. He also lacks the staff for carrying out his functions.
Uncoordinated Financing
Inadequate and inefficient financing can adversely affect the development and academic growth of a university. A study carried out by the Association of Indian Universities on financing of Indian universities shows that academic and non-academic programmes are adversely affected by inefficient and inadequate functioning of the financing system (Veera Raghavan, 1985) . The relationship between the financial resources of universities and the quality of educational programmes was recognized by the Kothari Commission as well (Education Commission, 1964-66) .
Financing Pattern
Several writers have focused on the problems of financing of universities. Universities are dependent mainly on state governments and UGC for their development. Tuition and special fees have become quite insignificant and inelastic sources of income. Examination receipts, though significant, are just sufficient to meet the expenditure in conducting examinations.
As an illustration, sources and uses of funds of Nagarjuna University have been presented in Table 1 . Sources of developmental expenditure have become insignificant over the years. The developmental grant from the state government was around 20 per cent during 1980-81; in the subsequent three years the government gave almost nothing. As can be seen from the table, much of the funds were utilized for maintenance of the university rather than adding new equipment.
State governments accept various proposals from universities on a full share or matching share basis. But there are inordinate delays in actual release of funds. Since governments do not have an effective mechanism for systematic and periodic appraisal of the financial requirements of universities, financial planning is seldom possible. In many states, grant-in-aid is subject more to availability of funds with the state government than to the actual needs of the institution. In addition, grant-in-aid rules in most of the states are far from satisfactory from the point of view of resource adequacy, regularity in resource flow, financial flexibility, and autonomy in resource use (Balachandar, 1986) .
UGC Funds Not Utilized
Depending on the nature of the activity, UGC grants vary from 25 to 100 per cent of total expenditure. UGC insists while releasing grants that the university must obtain approval from the state government for recurring expenditure or the matching contribution. Though state governments do agree, such agreement remains only on paper in many cases for a long time. The consequence is that universities cannot utilize UGC grants properly.
Matching contributions are not made by state governments and adds to the problem.
Cashflow Analysis
Closely related to budgeting is cashflow analysis which would enable universities to maintain adequate liquidity. A steady flow of cash is necessary even for universities having surplus budgets since liquidity is something different from sound overall financial position. Furthermore, cashflow analysis is the basis for an effective cash budgeting system. Most of the universities are not devoting the attention to cashflow analysis that it deserves.
Poor Asset Management
Many universities have accumulated assets such as land, buildings, and farms worth crores of rupees. Little attention is, however, paid to their management or proper use.
Universities can increase their revenues if they manage these assets properly. Proper investment of idle funds can yield good income. No systematic stock records of white paper, stencils, carbons, etc. are maintained. Some are stored in excess of needs, while others are not sufficient even for a week.
Unscientific Accounting and Reporting
Yet another problem is accounting and reporting. Accounting records are not maintained properly and timely reporting is not done (Administrative Staff College of India, 1979) . Only in a few and established universities are accounts written according to the double entry system. In many others, the accounting process is primitive, consisting of only day books. The distinction between capital and revenue items is rarely drawn. No depreciation is provided for replacement of assets.
The situation in respect of reporting practices is not different. Progress reports of activities are not submitted regularly to state governments or UGC nor are the state governments and UGC unduly worried. UGC is more concerned about utilization certificates rather than probing into effective utilization of funds. The state governments are evasive because they believe to be hardpressed for funds for various genuine activities. Unless specifically called for, the only report that is made available by the university to the state government is a copy of the budget.
Poor Auditing
Where there is accounting, there must be auditing. These two should go together and only then is the financial exercise meaningful and beneficial to the organization. We find auditing is given the lowest importance in university affairs. There is no requirement or rule that an external auditor must audit the accounts. In some universities, the state government deputes a wing of the Local Fund Accounts Branch to audit the accounts; their audit, however, is not comprehensive.
Financial management is, thus, a neglected function. Universities can continue to relegate it to the background only at their own peril.
Impact on Academic Work
The nexus between efficient financial administration and high academic work and morale is selfevident. If funds are not mobilized and utilized properly, the academic plan may not be taken up in entirety. Even the fixation of priorities may become difficult and may place undue emphasis on a few disciplines. Unless certain financial rules are followed neither, the determination of priorities nor long term planning is possible. While the availability of funds can influence academic programmes significantly, inefficient financial administration lowers the morale of the staff. This may happen because of discrimination in financial sanctions and the prevalence of corruption. The absence of clear policies and procedures for administering funds further aggravates the problem.
The Education Commission (1964-66) indicated the need for additional resources to support the expanding university academic programmes. It wanted that financial-considerations as well as educational factors must be taken into account while framing educational programmes. Since for Vol. 12, No. 2, April-June 1987 a long time to come resources would be limited, it is incumbent, the commission said, "to make every rupee go the longest way possible by adopting measures for economy, reduction of wastage and for intensive utilization."
Suggestions for Effective Financial Management
What needs to be done? Our suggestions to universities for effective financial management can be grouped into five headings:
• restructure the finance function • create an internal audit department • introduce performance budgeting and manage ment information system • control expenditure • augment sources of finance.
Restructure the Finance Function
A well organized finance division is a prerequisite for carrying out the finance function efficiently. In our opinion, a finance division can be organized on the lines given in Figure 1 . Being directly under the vice-chancellor, the finance officer can discuss important financial matters with the vice-chancellor for taking decisions. He must be professionally qualified and his appointment must be on a permanent basis. The deputy finance officers should be of the rank of deputy registrars. The deputy finance officer looking after budgeting and auditing should be seen as possible successor to the finance officer. Similarly, the assistant finance officers should be of the rank of assistant registrars. At all levels, only professionally qualified should be inducted. Such an organization would make the job of the finance committee effective.
Create an Internal Audit Department
It is high time that universities constitute an internal audit department for overseeing its financial transactions. Authorities at several levels do not care for legitimacy or propriety while spending. The internal audit department has to look into these and be helpful to the university in controlling its expenditure. Besides, it would suggest better procedures of accounting, stores management, and maintenance of assets. A professionally qualified auditor at the level of the deputy finance officer should be made in-charge of this department.
Introduce Performance Budgeting and Management Information System
Budgets are looked at as vehicles for obtaining sanctions from government and other funding agencies. There are very few instances of budgets being used as tools for planning and monitoring. For a service organization like the university what is needed is a plan in terms of activities, viz. performance budgeting. It is the one that plans operations in terms of activities rather than pure quantitative figures. Performance budgeting helps the organization in identifying the priority areas (Anantaraman, 1974) .
There is no effective system of compilation, classification, and dissemination of this information for decision-making in universities. Often, statistics are collected in a hurry for preparing the budget; they are not used in decision-making. As such, a management information system would be of great utility to educational administrators (Mahendiratta, 1984 ). An effective management information system would facilitate the functioning of not only the vice-chancellor but indeed all university officers and authorities. Bhattacharya and Pal (1976) feel that there could be three major information systems in a university and a ranging and indefinite number of minor systems. The major systems are taken to include financial information, personnel information, and logistic information. Thus, every university must have a financial information system of some kind which concerns itself to the recurring, documentary, internal, and historical monetary information. This would help the administrators to make efficient financial decisions.
Control Expenditure
In their anxiety to spend what they get from state governments or UGC, universities rarely examine the legitimacy of expenditure. Several instances of wasteful expenditure and mismanagement of funds have been brought out by audit reports. We can identify the following areas that need attention:
• overtime payment to staff • expenditure on the provision of medical facilities
• expenditure on the printing and stationery of the examinations department • expenditure on transportation • expenditure incurred in the printing and pub lishing department.
Augment Sources of Finance
Apart from controlling the expenditure for efficient financial management, universities should also think of devising ways to augment their resources. It would help reduce their dependence on state governments and give them financial flexibility. One of the ways to augment the resource base is through the examination system. Universities should devise ways for increasing the income from examinations through higher enrolments, besides controlling expenditure on conducting examinations, printing, and valuation.
Universities may also consider raising funds from philanthropists. By establishing a good rapport and communication with the public, vicechancellors can mobilize donations without endangering university autonomy and academic standards. Other ways to raise funds are strengthening the system of correspondence courses and promoting consultancy by staff.
The current financial crisis is a serious managerial problem. Handling it effectively requires that state governments and UGC take steps to put universities on a sound footing. What can the present financiers do ?
Implications for State Governments
The financial problems of universities can be solved only if state governments take initiative in living up to their commitments. Unfortunately, the enthusiasm they show at the time of establishing universities rarely lasts and universities are left to their own fate.
There exists hardly any incentive for universities under the present financing system to generate funds on their own, since additional mobilizations or savings in budgeted funds are offset against grants from state governments.
Universities have to be given autonomy and flexibility to mobilize funds and grow. With some incentives, we can expect improvement in the financial position of at least some universities.
What Can the UGC Do?
UGC -the major financier -makes development grants for predetermined and approved purposes and insists on their utilization according to its conditions. Even though grants are approved and sanction letters issued, actual disbursement takes place only after a considerable lapse of time. Universities, in the meantime, are short of meeting the expenditure on works-in-progress since state governments also do not come forward to release their matching share. Visits of UGC team of experts to finalize developmental grants are often delayed by many years with the "result that the proposals are finalized only at the fag end of the plan. True, UGC does give some grants pending finalization of the proposals. But they are quite insufficient. If UGC is liberal in releasing grants and extending advance grants for proposals already sanctioned, universities can improve their cash flow. UGC is contemplating a new method of funding and this would reduce the delay in releasing funds.
